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A  series  of  judicial  decisions,  beginning  witii  Serrano  v.  Priest, 
487  P.2d  1241  (1971),  in  California,  have  declared  unconstitutional  the 
schemes  for  financing  public  schools  in  seven  states.  One  of  these 
cases,  Rodriguez  v.  San  Antonio  Independent  School  District,  337  F. 
Supp.  280  (1971),  from  Texas,  has  been  appealed  to  and  argued  before 
the  United  States  Supreme  Court.  A  decision  in  Rodriguez  is  expected 
at  any  time  and  could  well  affect  the  North  Carolina  system  of  financ- 
ing public  education. 

This  booklet  summarizes  a  study  entitled  Report  on  North  Carolina 
School  Finance:  Responses  to  Serrano-Rodriguez  (November  1,  1972) 
that  was  done  by  the  Institute  of  Government  at  the  request  of  the 
North  Carolina  Board  of  Education,  the  North  Carolina  Association  of 
County  Commissioners,  and  the  North  Carolina  School  Boards  Asso- 
ciation. The  Institute  report  presents  and  discusses  the  reasonably 
available  alternative  methods  of  financing  public  education  in  North 
Carolina  if  it  should  become  necessary  for  the  state  to  respond  to  an 
affirmance  by  the  United  States  Supreme  Court  of  the  Rodriguez  case 
or  to  an  independent  decision  by  the  Supreme  Court  of  North  Carolina. 
The  report  focuses  primarily  on  responses  to  a  specific  judicial  deci- 
sion; it  does  not  attempt  a  comprehensive  review  of  North  Carolina 
school  finance.  The  full  report  is  available  from  the  Institute  of  Govern- 
ment for  $2.50. 

The  participants  in  the  study  were  Charles  D.  Liner,  Assistant  Pro- 
fessor of  Public  Law  and  Government  and  Economics;  John  M.  Payne, 
Assistant  Professor  at  the  Rutgers  University  School  of  Law;  Robert  E. 
Phay,  Associate  Professor  of  Public  Law  and  Government,  and  Wil- 
liam A.  Campbell,  Associate  Professor  of  Public  Law  and  Government. 


2  PRESENT  SYSTEM  OF 

SCHOOL  FINANCE  IN  NORTH  CAROLINA 

Some  knowledge  of  how  public  schools  are  financed  in  North 
Carolina  is  necessary  to  a  consideration  of  whether  and  to  what  extent 
the  concepts  in  Serrano  and  Rodriguez  apply  to  North  Carolina.  Such 
knowledge  is  also  necessary  to  determine  the  types  of  alternatives 
that  might  be  adopted  and  their  impacts  on  North  Carolina's  system 
of  school  finance  if  a  Serrano  type  of  decision  became  law  here. 

North  Carolina's  approach  to  financing  its  public  schools  differs 
in  three  respects  from  that  of  most  other  states.  First,  the  basic  finan- 
cial support  for  the  system  comes  from  state  rather  than  local  reve- 
nues. Thus,  state  income  and  sales  taxes  rather  than  the  locally  levied 
ad  valorem  property  tax  are  the  primary  sources  for  financing  the 
state's  schools.  Second,  state  support  is  basically  a  flat  grant  to  a 
school  system  based  on  the  number  of  students  enrolled  and  the 
general  cost  of  operation.  North  Carolina  differs  from  most  other 
states  in  that  it  does  not  base  grants  of  state  money  to  local  units  in 
part  on  the  basis  of  their  financial  ability  to  support  schools.  Most 
states  have  equalizing  grants  that  compensate  poorer  districts  with 
fewer  resources  per  student.  North  Carolina  makes  no  such  grants, 
I  /^nd  to  the  extent  that  the  local  school  system  must  appropriate  money 
for  specified  parts  of  the  school  program,  such  as  buildings  and  main- 
tenance, the  state  does  not  equalize  the  financial  burden.  Third,  the 
local  school  board  has  no  authority  to  levy  taxes  for  the  schools  in 
its  unit;  it  must  rely  upon  the  board  of  county  commissioners  for  the 
tax  levy. 

The  basic  state  support  for  schools  is  supplemented  by  both  the 
local  and  federal  governments.  During  the  1970-71  school  year,  state 
appropriations  paid  for  58.7  per  cent  of  the  total  public  school  support 
(current  expense,  capital  outlay,  and  debt  service  costs).  During  the 
same  school  year,  local  governments  contributed  27.4  per  cent,  and 
the  federal  government  13.9  per  cent.  In  the  same  year  the  percent- 
ages for  current  operating  expenses  were:  state,  66.8  per  cent;  local, 
17.6  per  cent;  and  federal,  15.6  per  cent.  For  capital  outlay,  the  per- 
centages were:  state,  8  per  cent;  local,  88  per  cent;  and  federal,  4  per 
cent.  All  debt  service  expenditures  were  from  local  sources.  (See 
Table  I.) 

State  appropriations  are  provided  through  ten  separate  funds.  Most 
important  is  the  Nine  Months  School  Fund,  which  accounts  for  over 
90  per  cent  of  the  state  money  for  schools. 

Table  II  shows  the  school  program  items  that  are  financed  through 
current  expenditures. 

Although  North  Carolina's  school  system  is  supported  primarily  by 
state  funds,  the  average  county  allocates  from  50  to  75  per  cent  of  its 


Table  I 

1970-71    Financial   Expenditures  for  the  North  Carolina  Public 
Schools,  in  Millions* 

State  Local  Federal  Total 

Current  Operating  Expenditures             $493.5  $130.2**  $115.1  $738.8 

Capital  Outlay  Expenditures                    $     6.3  $  66.0  $     3.1  $  75.4 

Debt  Service  Expenditures                     $  36.7  $  36.7 
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Total  Contributions  $499.8         $232.9  $118.2         $850.9 

♦This  information  was  taken  from  the  annual  financial  report  for  1970-71  of  the  North 
Carolina  public  school  system.  The  report  was  prepared  by  the  Division  of  Manage- 
ment Information  Systems  of  the  North  Carolina  State  Board  of  Education.  The  totals 
for  current  operating  expenses  shown  above  are  higher  than  those  shown  in  the  publi- 
cation Current  Expense  Disbursements  by  Source  of  Funds,  1970-71,  because  expendi- 
tures are  included  for  such  items  as  summer  school  and  adult  education  that  are  not 
included  in  this  publication. 

**Student  collections  included  here  are  only  those  that  flow  through  the  superinten- 
dent's books.  Other  student  collections — such  as  instructional  fees,  e.g.,  chemistry 
lab,  band,  typing;  gym  and  locker  fees;  and  parking  fees — are  not  included. 


locally  raised  revenues  for  the  operation  of  schools.  These  locally 
raised  revenues  are  used  primarily  to  support  the  schools  in  two  ways. 
First,  they  provide,  equip,  and  maintain  the  physical  plant;  second, 
they  supplement  the  state's  minimum  level  of  support.  Local  revenue 
sources  are  usually  divided  into  tax  and  nontax  sources.  Tax  sources 
contribute  almost  90  per  cent  of  all  local  revenues  for  schools;  of  that 
total,  property  taxes  constitute  approximately  95  per  cent.  The  major 
nontax  revenue   sources  are  fines,  forfeitures,  penalties,  and  donations. 

In  the  past  five  years,  federal  funds  for  educational  expenditures 
in  North  Carolina  have  greatly  increased.  Most  federal  funds  are 
categorical  funds,  which  means  that  they  are  appropriated  to  the 
states  by  Congress  for  specific  educational  purposes.  Thus,  federal 
financial  support  is  earmarked  for  such  school  programs  as  voca- 
tional education,  school  lunchrooms,  instruction  and  guidance  ser- 
vices, school  library  resources,  textbooks  and  other  instructional  ma- 
terials, and  special  programs  for  the  handicapped  and  educationally 
deprived  children.  Most  of  this  money  is  for  programs  to  support  the 
current  operation  of  the  school  system. 


INEQUALITY  IN  NORTH  CAROLINA 
PUBLIC  SCHOOL  EXPENDITURES 

The  full  report  from  which  this  summary  comes  analyzed  the  1970- 
71  current  public  school  operating  expenditures  per  student  in  the 
152  administrative  units  in  North  Carolina  to  determine  (1)  whether 
expenditures  varied  significantly  among  units;  (2)  whether  differences 
were  due  to  state,  local,  or  federal  financing;  (3)  whether  differences 


Table  II 

Expenditures  to  Be  Included  in  School  Current  Expense  Fund 

X  indicates  expenditures  made  substantially  (over  50%)  from  state  funds 

General  Control 

Salaries  of  superintendent    X 

Salaries  of  assistant  superintendent   X 

Travel  of  superintendents    — 

Salaries  and  travel  of  business  manager  — 

Salaries  and  travel  of  attendance  officer — local   — 

Salaries  of  clerical   assistants    — 

Salaries  of  property-cost   clerks    X 

Salaries  of  treasurers,  including  cost  of  their  bonds     — 

Per  diem  and  travel  of  county  board  of  education  (state  share 

limited  to  total  of  $100  per  annum)   — 

Office  expenses   — 

Cost  of  audit   — 

Elections  — 

Attorneys'  fees — 

Other  necessary  expenses  of  general  control  — 

Instructional  Services 

Salaries  of  elementary  and  high  school  teachers     X 

Salaries  of  elementary  and  high  school  principals     X 

Salaries  of  supervisors     — 

Travel  and  office  expense  of  supervisors   — 

Salaries  and  travel  of  vocational  education  teachers 

(agriculture,  home  economics,  trades  and  industries, 

and  distributive  education;  see  G.S.  Oh.  115,  art.  27)      X 

Clerical  and  travel  expenses  of  principals   — 

Commencement  expenses       — 

Instructional  supplies    — 

Textbooks         X 

Operation  of  Plant 

Wages  of  janitors    X 

Cost  of  fuel    X 

Water,  light,  power   — 

Janitors'   supplies    — 

Telephone  — 

Maintenance  of  Plant 

Cost  of  repairs  to  buildings  and  grounds  and  teacherages 

(including  salary  of  superintendent  of  grounds)     — 

Repairs  and  replacements  of  furniture  and  instructional  apparatus — 

Repairs  and  replacements  of  heating,  electrical,  and  plumbing  equipment      — 

Fixed  Charges 

Health  and  Disability  Insurance   X 

Social   Security    X 

Cost  of  rents,  insurance  on  buildings  and  equipment — 

Workmen's  compensation  (on  other  than  bus  drivers)   — 

Compensation  to  injured  employees   X 

Payment  for  injuries  to  school  children  — 

Retirement    X 

Tort  claims  (as  covered  in  G.S.  143-300.1)   X 


Table  II  (Cont.)  g 


Auxiliary  Agencies 

Transportation  of  pupils    X 

Insurance  on  activity  buses  (see  G.S.  115-53)   — 

Library  supplies,  repairs,  and  replacements — 

Other  costs  of  operation  and  maintenance  of  school  libraries — 

Child  health  programs   — 

Aid  to  indigent  pupils    — 

Night  schools   — 

Summer  schools    — 

Adult  education    — 

Lunchrooms    — 

Veterans'   training    — 

Interest  on  temporary  loans    — 


resulted  in  different  numbers  of  educators  per  student;  (4)  whether 
differences  in  expenditures  were  related  to  appraised  property  values; 
and  (5)  how  differences  in  expenditures  were  related  to  local  tax 
efforts. 

Total  expenditures  per  student  (average  daily  attendance  was  used 
to  count  the  number  of  students  in  each  unit)  from  all  sources  varied 
considerably,  from  a  low  of  $526.57  in  Randolph  County  to  a  high  of 
$889.54  in  Tyrrell  County.  Twenty-five  per  cent  of  the  units  had  ex- 
penditures below  $612,  and  25  per  cent  had  expenditures  above  $719. 
The  units  with  highest  expenditures  tended  to  have  fewer  students 
per  educator. 

What  accounted  for  the  significant  differences  in  total  expenditures 
per  student?  Table  III  breaks  down  the  average  total  expenditures 
into  the  average  state,  local,  and  federal  expenditures  per  student, 


Table  III 

Mean  State,  Local,  and  Federal  Current  Expenditures  per  ADA 

by  Total  Current  Expenditures,  152  School  Units, 

Fiscal  Year  1970-71 


Total  current 

expenditures 

per  ADA 

Mean  state 

current 

expenditures 

per  ADA 

Mean  federal 
current 

expenditures 
per  ADA 

Mean  local 

current 

expenditures 

per  ADA 

Mean  total 

current 

expenditures 

per  ADA 

Less  than  $550 

$428.33 

$  47.81 

$  62.14 

$538.28 

$550-$599 

437.63 

57.52 

86.63 

581.78 

600-  649 

438.52 

84.70 

98.87 

622.08 

650-  699 

456.17 

106.53 

116.05 

678.75 

700-  749 

484.56 

141.30 

91.31 

717.16 

750-  800 

485.91 

167.79 

116.10 

769.80 

800  or  more 

521.19 

174.77 

135.76 

831.71 

All  units 

459.52 

108.40 

102.24 

670.16 
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according  to  units  grouped  on  the  basis  of  total  expenditures  per 
student.  As  the  table  shows,  part  of  the  variation  was  accounted  for 
by  the  differences  in  the  amount  of  state  and  local  expenditures  per 
pupil,  but  the  largest  factor  in  the  variation  was  the  differences  in 
federal  expenditures. 

The  largest  amount  of  federal  support  per  student  went  to  units 
with  the  lowest  per  capita  income  and  the  lowest  property  values  per 
student.  This  can  be  explained  in  part  by  the  fact  that  federal  funds 
distributed  under  Title  I  of  the  Elementary  and  Secondary  Education 
Act  of  1965  are  to  aid  disadvantaged  children  and  income  level  is  one 
significant  measure  of  disadvantage.  Conversely,  the  units  with  high- 
est local  expenditures  tended  to  have  the  highest  per  capita  income 
and  highest  appraised  property  values  per  student.  That  units  with 
low  per  capita  income  and  appraised  property  values  tend  to  be  rural 
units  explains  part  of  the  differences  in  state  expenditures.  Rural  units 
require  greater  per-student  busing  and  administrative  expenditures. 
In  addition,  instructional  expenditures  of  rural  units  tend  to  be  higher 
probably  because  of  the  more  stable  employment,  and  consequently 
higher  salaries  of  rural  teachers. 

An  important  factor  in  the  Serrano-Rodriguez  cases  is  the  tendency 
of  total  school  expenditures  to  vary  with  appraised  property  values  of 
the  unit.  Chart  1  shows  how  average  state,  federal,  local,  and  total 


MEAN  CURRENT  750n 
EXPENDITURES 

PER  ADA 
(IN  DOLLARS) 


Chort  1 
MEAN  CURRENT   EXPENDITURES  PER  ADA 
BY  APPRAISED  PROPERTY  VALUATION  PER  ADA  CLASSES, 
135  SCHOOL  UNITS*  FISCAL  YEAR  1970-71 


I        I  FEDERAL 
?Z\  LOCAL 
E3  STATE 


Less  Than     20.0-24.9    25.0-29.9    30.0-34.9    350-39.9    400-449    45.0-49.9     50  AND 
2°°  APPRAISED  PROPERTY   VALUATION  PER  ADA  IS^IM 

(IN  THOUSANDS  OF   DOLLARS) 
•  Data  were  not  available  for  17  units. 


expenditures  varied  for  units  grouped  by  property  values.  Total  ex-  y 

penditures  did  not  vary  consistently  with  property  values,  but  units 
with  the  lowest  property  values  had  slightly  higher  total  expenditures 
than  did  other  units.  The  state  expenditures  varied  only  slightly  with 
property  values.  Local  expenditures  varied  quite  significantly  with 
property  values,  the  wealthiest  units  having  much  higher  local  expendi- 
tures than  poorer  units.  The  inequality  caused  by  differences  in  local 
contribution  was  somewhat  offset,  however,  by  federal  expenditures, 
which  tended  to  decrease  as  property  values  increased.  A  similar  pat- 
tern was  found  when  expenditures  were  related  to  per  capita  income. 
Individual  units  could,  of  course,  vary  from  this  pattern. 

Two  final  questions  were  (1)  whether  expenditures  varied  directly 
or  inversely  with  tax  effort  and  (2)  whether  wealthy  units  had  lower 
tax  effort  than  poor  units.  Units  with  the  highest  local  expenditures 
tended  to  have  the  highest  property  tax  rates,  and  units  with  the  high- 
est property  tax  rates  tended  to  have  higher  property  values  per 
student. 

Chart  2,  3,  and  4  present  state,  federal,  and  local  expenditures 
per  student  and  compare  them  in  selected  units. 


SERRANO-RODRIGUEZ 

Serrano  v.  Priest,  decided  in  1971  by  the  California  Supreme  Court, 
was  the  first  judicial  decision  invalidating,  on  equal  protection 
grounds,  a  state  system  of  school  finance.  In  reviewing  the  school 
finance  system  under  attack,  the  court  found  that,  in  fiscal  year  1968- 
69,  55.7  per  cent  of  educational  revenue  in  California  came  from  the 
local  property  tax,  35.5  per  cent  came  from  state  aid,  and  6.1  per  cent 
came  from  federal  funds.  The  amount  of  local  funds  available  de- 
pended on  the  appraised  property  values  in  the  local  school  district, 
and  these  values  varied  widely  across  the  state.  California  employed 
a  foundation  plan  of  state  aid  with  which  it  tried  to  ensure  that  each 
district  received  a  minimum  amount  of  money  per  pupil,  regardless 
of  its  property  values.  Despite  this  program,  wide  disparities  existed 
in  per-pupil  expenditures  among  the  local  school  districts. 

The  court  found  that  the  state's  system  of  financing  public  educa- 
tion was  a  denial  of  equal  protection  of  the  laws  under  the  Fourteenth 
Amendment  to  the  United  States  Constitution  and  similar  clauses  of 
the  California  Constitution.  The  legal  principle  to  be  derived  from 
Serrano  may  be  summarized  as  follows:  A  system  of  financial  support 
for  public  education  in  which  the  major  determinant  of  funds  per  pupil 
is  the  appraised  valuation  of  property  within  a  district  makes  a  classi- 
fication based  on  wealth  affecting  a  fundamental  constitutional  interest 
unsupported  by  a  compelling  state  interest;  that  system  is  therefore 
in  contravention  of  the  equal  protection  clause  of  the  Fourteenth 
Amendment.  This  principle  is  more  succinctly  stated  by  Coons,  Clune, 
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Chart  2 

TOTAL  CURRENT  EXPENDITURES  PER  ADA   BY  SOURCE  OF  FUNDS, 
SELECTED  SCHOOL  UNITS,   FISCAL  YEAR  1970-71 


\DMINISTRATIVE  UNIT 

UNITS  WITH  LOWEST  TOTAL  CURRENT 
EXPENDITURE  PER  ADA 

ALEXANDER  COUNTY 
CATAWBA  COUNTY 
DAVIDSON  COUNTY 
IREDELL  COUNTY 

RANDOLPH  COUNTY 

UNITS  WITH  HIGHEST  TOTAL 
CURRENT  EXPENDITURE  PER  ADA 
CLAY  COUNTY 

DURHAM    CITY 

HYDE   COUNTY 

MADISON   COUNTY 

TYRRELL  COUNTY 

SELECTED  UNITS 

BERTIE  COUNTY 

CALDWELL  COUNTY 

CHOWAN   COUNTY 

CURRITUCK  COUNTY 

TARBORO    CITY 

GRANVILLE  COUNTY 

HOKE   COUNTY 

LENOIR  COUNTY 

MONTGOMERY  COUNTY 

RftSQUOTANK  COUNTY 

RICHMOND  COUNTY 

REIDSVILLE  CITY 

SURRY  COUNTY 

VANCE  COUNTY 

WILSON    COUNTY 
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«THE  PORTION  OF  THE  LOCAL  SEGMENT   BETWEEN  THE  SLASHED  LINE  AND  FEDERAL  FUNDS  REPRESENTS 
FEDERAL    IMPACT    RECEIPTS 


Chart  3 

TOTAL  CURRENT  EXPENDITURES  PER  ADA   BY  SOURCE  OF  FUNDS, 
SELECTED  SCHOOL  UNITS,    FISCAL  YEAR  1970-71 


ADMINISTRATIVE  UNIT 
UNITS  WITH  LOWEST  APPRAISED 
PROPERTY  VALUATION  PER  ADA 

CUMBERLAND  COUNTY 


HALIFAX  COUNTY 
HOKE  COUNTY 
PAMLICO  COUNTY 

WASHINGTON  COUNTY 
UNITS  WITH  HIGHEST  APPRAISED 
PROPERTY  VALUATION  PER  ADA 

CATAWBA  COUNTY 

DARE   COUNTY 

ELKIN   CITY 

HICKORY   CITY 

LENOIR  CITY 

ECTED  UNITS 

ALAMANCE  COUNTY 

BRUNSWICK  COUNTY 

CARTERET  COUNTY 

KINGS  MOUNTAIN  CITY 

LEXINGTON  CITY 

FRANKLIN  COUNTY 

ROANOKE  RAPIDS  CITY 

MOORESVILLE   CITY 

LINCOLN  COUNTY 

NASH   COUNTY 

PERQUIMANS  COUNTY 

FAIRMONT   CITY 

SALISBURY  CITY 

MOUNT  AIRY  CITY 

WATAUGA  COUNTY 
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Chart  4 

TOTAL  CURRENT  EXPENDITURES  PER  ADA  BY  SOURCE  OF  FUNDS, 
SELECTED  SCHOOL  UNITS,  FISCAL  YEAR  1970-7! 


ADMINISTRATIVE   UNIT 
UNITS  WITH  LOWEST  LOCAL  CURRENT 
EXPEmWRES  PER  ADA 

AVERY  COUNTY 

DUPLIN  COUNTY 

MITCHELL  COUNTY 

NORTHAMPTON  COUNTY 

PITT  COUNTY 
UNITS  WITH  HIGHEST  UOCAL  CURRENT 
EXPENDITURES  PER  ADA 

CHAPEL  HILL  CITY 

DURHAM    CITY 

GREENSBORO  CITY 

HENDERSONVILLE  CITY 

MECKLENBURG  CITY 

SELECTED  UNITS 

ANSON   COUNTY 

BURKE   COUNTY 

CHATHAM    COUNTY 

NEW   BERN   CITY 

DAVIE   COUNTY 

GATES  COUNTY 

WELDON  CITY 

STATESVILLE   CITY 

MACON    COUNTY 

NEW  HANOVER  COUNTY 

PERSON  COUNTY 

LUMBERTON  CITY 

SAMPSON  COUNTY 

TRANSYLVANIA  COUNTY 

WAYNE   COUNTY 
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and  Sugarman  in  Private  Wealth  and  Public  Education  in  the  now-        1  1 
famous  Proposition  I:  "The  quality  of  public  education  may  not  be  a 
function  of  wealth  other  than  the  total  wealth  of  the  state." 

Following  Serrano,  there  have  been  decisions  in  Minnesota,  Texas, 
New  Jersey,  Arizona,  Wyoming,  Kansas,  and  Michigan  invalidating, 
on  equal  protection  grounds,  the  systems  of  school  finance  in  those 
states.  The  Texas  case,  Rodriguez  v.  San  Antonio  Independent  School 
District,  is  of  special  interest  because  it  has  been  argued  before  the 
United  States  Supreme  Court  and  is  now  awaiting  decision.  A  three- 
judge  federal  district  court  reviewed  the  Texas  school  finance  system 
in  Rodriguez  and  found  the  same  types  of  inequalities  that  the  Califor- 
nia court  had  found  in  Serrano.  Texas  also  employed  a  foundation  plan, 
but  the  local  districts  had  to  use  funds  raised  from  the  local  property 
tax  to  finance  capital  expenditures  and  for  all  operating  expenditures 
above  the  foundation  level.  As  a  result,  wide  disparities  in  per-pupil 
expenditures  among  the  local  districts  existed.  The  district  court  fol- 
lowed the  reasoning  of  the  Serrano  case  and  held  the  Texas  system 
unconstitutional  as  a  denial  of  equal  protection  of  the  laws  in  viola- 
tion of  the  Fourteenth  Amendment.  It  should  be  emphasized  that 
neither  Serrano  nor  Rodriguez,  nor  any  of  the  cases  following  them, 
has  declared  that  the  property  tax  may  not  be  used  for  the  financing 
of  schools;  a  properly  structured  and  equalized  property  tax  appears 
to  be  constitutional. 

How  does  the  North  Carolina  system  of  school  finance  measure 
up  when  tested  against  Serrano-Rodriguez  principles?  The  percent- 
age of  state  support  is  substantially  higher  in  North  Carolina  than  in 
either  California  or  Texas,  especially  with  regard  to  current  operating 
expenditures.  The  sources  of  revenue  for  the  state  contribution  are, 
of  course,  statewide  taxes,  primarily  income  and  sales,  and  there- 
fore are  not  dependent  on  the  local  property  tax  bases.  But  notwith- 
standing the  relatively  high  percentage  of  state  support,  disparities 
still  exist  in  per-pupil  current  operating  expenditures  among  the  152 
local  units:  In  1970-71  the  lowest  total  per-pupil  expenditure  was 
$526.57  and  the  highest  was  $889.54.  Items  in  the  current  expense 
budget  for  which  substantial  amounts  of  local  revenues  are  spent 
include  administration,  plant  operations,  and  plant  maintenance.  Some 
units  also  use  local  supplements  to  add  to  the  basic  amount  granted  by 
the  state  for  current  operating  expenditures.  The  primary  source  of 
revenue  for  local  support  is  the  ad  valorem  property  tax.  Turning  from 
current  operating  funds  to  funds  for  capital  outlay  and  debt  service, 
one  finds  that  almost  all  funds  are  provided  by  the  local  units. 

There  are  significant  disparities  among  the  152  units  in  appraised 
property  values  per  pupil.  As  a  result,  the  poorer  units  find  it  more 
difficult  both  to  raise  their  share  of  the  funds  for  costs  of  administra- 
tion, plant  operations,  and  plant  maintenance  and  to  raise  a  local 
supplement.  They  must  tax  themselves  at  higher  effective  rates  to 
provide  the  necessary  capital  improvements  or  do  without. 
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North  Carolina's  system,  then,  differs  only  in  degree  from  those 
of  California  and  Texas.  It  has  a  higher  percentage  of  state  support 
but  still  relies  heavily  upon  local  revenues  derived  from  the  property 
tax,  and  with  the  property  tax  come  the  inequalities  in  wealth  per 
pupil  among  local  units.  The  amount  of  money  spent  on  a  child's 
education  in  this  state  is  clearly  a  function  of  something  other  than 
the  "wealth  of  the  state  as  a  whole."  If  the  Supreme  Court  affirms  the 
Rodriguez  decision  upon  the  same  reasoning  as  the  district  court,  it 
seems  likely  that  the  North  Carolina  system  of  school  finance  will 
also  be  held  invalid  as  a  violation  of  the  equal  protection  clause  of 
the  Fourteenth  Amendment. 

Thus  far,  this  discussion  has  focused  on  arguments  under  the 
United  States  Constitution  for  attacking  the  validity  of  a  school  finance 
system.  The  possibility  should  not  be  foreclosed,  however,  that  a 
successful  challenge  to  the  North  Carolina  system  of  school  finance 
could  be  based  on  language  in  the  North  Carolina  Constitution, 
thereby  requiring  changes  in  our  school  finance  structure  regardless 
of  the  Supreme  Court's  decision  in  the  Rodriguez  case.  Of  several 
constitutional  provisions  on  which  a  challenge  might  be  based,  the 
one  with  the  greatest  likelihood  of  success  appears  to  be  Article  IX, 
section  2,  requiring  the  General  Assembly  to  provide  a  general  and 
uniform  system  of  free  public  schools  "wherein  equal  opportunities 
shall  be  provided  for  all  students."  The  quoted  language  first  ap- 
peared in  the  Constitution  of  1971.  It  is  arguable  in  light  of  the  Serrano 
and  Rodriguez  decisions  that  the  guarantee  of  equal  educational  op- 
portunities means  at  least  that  students  in  any  school  administrative 
unit  of  the  state  shall  have  access  to  resources  for  school  purposes 
that  are  equal  to  those  of  students  in  any  other  unit.  Put  another  way, 
students  in  poorer  districts — in  terms  of  property  values — may  not  be 
denied  opportunities  available  in  wealthier  districts. 

RESPONSES  TO  SERRANO-RODRIGUEZ 

In  North  Carolina,  almost  any  response  to  a  Rodriguez-like  deci- 
sion will  require  increased  state  financial  support  for  schools.  As  the 
state  assumes  a  larger  role  in  school  financing  and  attempts  to  re- 
move the  inequalities  among  the  local  units,  the  concept  of  cost 
adjustment  becomes  important.  Cost  adjustment  is  an  attempt,  by 
various  techniques,  to  recognize  differences  in  the  costs  of  educating 
various  categories  of  children.  There  may  be  many  such  techniques, 
but  the  report  from  which  this  summary  comes  discusses  in  detail 
only  three:  pupil-weighting,  direct  budget  approval,  and  bloc-weight- 
ing. 

In  a  pupil-weighting  scheme,  a  weight  of  1  is  assigned  to  represent 
the  "average"  or  "ordinary"  child.  Children  in  various  grades,  chil- 
dren in  vocational  programs,  handicapped  children,  and  educationally 
or  culturally  deprived  children  are  then  assigned  different  weights. 


For  example,  disadvantaged  children  could  be  assigned  a  weight  of  J 3 

2,  and  the  unit  would  receive  twice  as  much  money  for  each  disad- 
vantaged child  as  for  an  average  child.  High  school  students  could 
be  assigned  a  weight  of  1.25,  and  physically  handicapped  children 
could  be  assigned  a  weight  of  3.25,  with  a  corresponding  increase 
in  allocation  for  each  such  child.  The  pupil-weighting  index  is  a  way 
of  allocating  money  to  units  with  greater  educational  needs  without 
requiring  approval  at  the  state  level  of  every  item  in  the  local  budget. 

Budget  approval,  the  second  cost-adjustment  technique,  may,  how- 
ever, be  entirely  feasible  when  certain  costs  can  be  easily  and  readily 
quantified  and  do  not  vary  greatly  from  year  to  year.  Transportation 
and  maintenance  costs  are  examples.  Under  direct  budget  approval, 
the  local  unit  submits  its  estimate  to  the  state,  and  the  estimate  is 
approved  or  modified  and  approved.  The  approved  items  would  then 
be  paid  by  the  state.  A  bloc-weighting  scheme  does  not  attempt  the 
fine  tuning  that  pupil-weighting  attempts  and  is  less  precise  in  ad- 
justing for  costs,  but  perhaps  achieves  greater  objectivity.  Bloc- 
weighting  would  weight  geographical  areas,  units  with  certain  student 
populations,  or  urban  and  rural  units.  State  grants  would  be  made 
on  the  basis  of  the  different  weights.  Of  course,  a  system  might  em- 
ploy any  combination  of  pupil-weighting,  bloc-weighting,  and  direct 
budget  approval. 

Before  cost-adjustment  techniques  can  be  developed  for  North 
Carolina,  much  more  data  on  costs  and  needs  in  all  of  the  local  units 
must  be  collected  and  studied,  and  no  system  of  school  finance  will 
achieve  equality  in  allocating  available  funds  unless  it  takes  account 
of  the  cost  differentials  of  educating  different  types  of  students  in 
different  geographic  locations — even  though  the  system  may  meet 
all  of  the  constitutional  tests.  The  three  models  of  school  finance 
discussed  and  illustrated  in  the  report  are  not  cost  adjusted  because 
of  limitations  of  data  and  time,  but  this  omission  should  not  be  taken 
as  an  indication  that  the  concept  has  no  application  to  actual  systems 
of  finance. 

The  report  uses  three  finance  models  for  illustration:  full  state 
funding,  full  state  funding  with  a  10  per  cent  local  option,  and  district- 
power  equalizing  with  basic  state  grants  at  the  present  level  of  sup- 
port. Under  the  full  state  funding  model,  the  state  would  take  over 
responsibility  for  all  current  expenditures  and  capital  outlay  now  being 
funded  by  the  local  units.  In  such  a  system,  the  state  could  not  simply 
assume  the  local  share  in  each  of  the  152  units  and  thereby  preserve 
present  inequalities;  it  would  be  constitutionally  indefensible  for  the 
state  to  perpetuate  existing  inequalities  among  the  local  units.  There- 
fore, as  the  state  begins  to  assume  responsibility  for  all  expenditures, 
it  must  begin  equalizing  those  expenditures  among  the  local  units. 
In  the  model  presented  in  the  report,  a  target  level  of  expenditures 
is  chosen,  and  then  state  expenditures  are  increased  annually  in  four 


1  A  stages  so  that  at  the  end  of  four  years  the  target  level  is  reached  by 
all  units.  The  target  level  chosen  is  the  level  of  1970-71  current  ex- 
penditures per  pupil  below  which  90  per  cent  of  all  school  units  fall, 
plus  a  3  per  cent  annual  increment  to  allow  for  inflation.  The  sixteen 
units  at  or  above  the  ninetieth  percentile  are  frozen  at  their  1970-71 
levels  of  state  and  local  per  pupil  expenditures,  adjusted  by  a  3  per 
cent  annual  increment,  but  their  local  expenditures  are,  of  course, 
assumed  by  the  state.  It  is  assumed  for  simplicity  of  calculation  that 
student  populations  in  the  units  will  remain  the  same  as  in  the  1970- 
71  base  year. 

The  report  made  no  assumptions  about  how  the  allocated  funds 
are  to  be  spent  by  the  local  school  districts.  Its  authors  believe  that, 
during  the  four-year  transition  period,  the  State  Department  of  Public 
Instruction  probably  would  wish  to  implement  some  sort  of  cost- 
adjustment  scheme  and  to  make  some  changes  in  the  teachers'  salary 
schedule.  Indeed,  modifications  of  this  sort  will  be  necessary  if  the 
present  low-spending  units  are  to  absorb  the  additional  funds  effec- 
tively and  the  sixteen  units  above  the  ninetieth  percentile  are  to  be 
brought  equitably  into  line  with  the  other  units. 

The  report's  full  state-funding  model  made  certain  assumptions, 
discussed  above,  and  did  not  attempt  to  deal  with  certain  other  issues, 
such  as  the  details  of  a  cost-adjustment  scheme.  But  it  should  be 
emphasized  that,  before  any  full  state-funding  system  can  be  imple- 
mented, these  major  policy  questions  must  be  answered: 

1.  To  what  extent  will  the  system  be  cost  adjusted?  If  pupils  are 
to  be  weighted,  a  weighting  index  must  be  developed. 

2.  What  agency  is  to  set  the  level  of  expenditure  per  pupil  and 
for  what  time  period  is  the  level  to  be  determined? 

3.  How  quickly  are  units  that  now  spend  less  than  the  state- 
determined  target  level  to  be  brought  up  to  it? 

4.  What  special  treatment  is  to  be  accorded  units  now  spending 
more  than  the  state-determined  target  level? 

The  report  simulated  what  the  level  of  per-pupil  expenditure  would 
be  at  the  end  of  each  year  during  the  transition  to  full  state  funding 
and  the  level  at  the  end  of  the  fourth  year,  when  full  state  funding  is 
complete.  The  simulation  used  1970-71  expenditures  as  the  base  year. 
At  the  end  of  the  first  year  the  total  state  funds  required  would  be 
approximately  $570  million,  or  $77  million  above  state  expenditures 
in  1970-71;  in  the  second  year,  the  total  state  funds  required  would 
be  approximately  $641  million,  or  $148  million  above  state  expendi- 
tures for  1970-71;  in  the  third  year,  the  total  state  funds  required 
would  be  approximately  $715  million,  or  $223  million  above  state  ex- 
penditures for  1970-71;  and  in  the  fourth  year  the  total  state  funds 
required  would  be  approximately  $790  million,  or  $297  million  above 
state  expenditures  for  1970-71. 


•  The  full  state-funding  with  10  per  cent  local  option  model  is  the  JJ 
same  as  the  full  state-funding  model,  except  that  the  local  units  are 
permitted  to  supplement  the  state  grant  by  not  more  than  10  per  cent 

of  that  grant.  This  local  supplement  must  be  raised  entirely  from  local 
sources  and  will  not  be  equalized  by  the  state.  (Under  a  strict  inter- 
pretation of  Serrano-Rodriguez  principles,  this  model  would  be  un- 
constitutional because  it  permits  per-pupil  expenditures  to  vary  to 
some  degree  according  to  the  wealth  of  the  local  school  unit.) 

•  For  the  district-power  equalizing  model,  the  report  assumed 
that  the  basic  grant  of  state  funds  to  each  local  unit  will  remain  at 
1970-71  levels.  Substantial  local  contributions  are  permitted  and 
indeed  required.  Local  effort,  however,  will  be  equalized  by  the  state 
so  that  the  amount  of  funds  available  per  pupil  in  each  district  is  a 
function  not  of  the  unit's  wealth  but  rather  of  the  district's  tax  effort. 
The  essence  of  this  model  is  that  no  matter  what  a  local  unit's  ap- 
praised property  valuation  per  student  happens  to  be,  the  unit  will 
receive  a  given  amount  of  money  for  a  given  tax  effort.  Under  some 
district-power  equalizing  schemes,  wealthier  units  would  be  required 
to  remit  locally  raised  revenue  above  a  certain  amount  to  the  state 
treasury.  Such  a  scheme  would  very  likely  encounter  constitutional 
difficulties  in  North  Carolina  because  a  line  of  cases  holds  that  revenue 
raised  by  a  unit  of  local  government  by  a  local  tax  may  not  be  spent 
for  the  benefit  of  some  other  unit  of  government.  To  avoid  this  prob- 
lem, the  report's  authors  based  the  model  upon  a  hypothetical  unit 
with  an  appraised  valuation  of  $60,000  per  student.  This  hypothetical 
model  or  "lead"  unit  is  thus  wealthier  than  the  wealthiest  unit  in  the 
state.  The  effect  of  choosing  such  a  hypothetical  unit  is  to  give  each 
local  unit  in  the  state  a  guaranteed  tax  base  of  $60,000  per  student, 
thereby  ensuring  that  each  unit  will  retain  all  funds  raised  locally. 
For  the  model  a  tax  rate  of  $0.30  per  $100  appraised  valuation  per 
student  was  established  as  the  maximum  rate  that  may  be  levied  by 
any  unit.  This  rate  will  produce  $180  per  student.  An  intermediate 
rate  of  $0.25  was  permitted,  which  will  produce  $150  per  student. 
The  minimum  rate — that  is,  the  rate  below  which  no  unit  may  go — 
was  $0.20  per  $100  appraised  valuation  per  student,  which  yields 
$120  per  student.  In  the  model,  the  state  guarantees  to  each  unit  that 
if  it  levies,  for  example,  the  maximum  rate  of  $0.30,  it  will  obtain  $180 
per  student.  The  state  will  make  up  or  equalize  the  difference  between 
the  amount  raised  locally  and  $180. 

Cost  adjustments  are  just  as  applicable  to  the  equalized  model 
as  to  the  full  state-funding  model,  and  the  same  questions  of  adjust- 
ment techniques  must  be  handled.  In  addition,  a  question  of  statewide 
equalization  of  property  values  must  be  resolved  in  the  equalized 
model.  The  counties  of  the  state,  the  units  now  responsible  for  ap- 
praising property,  vary  considerably  in  the  extent  to  which  the  ap- 
praisals of  various  categories  of  property  approach  true  market  value. 
In  County  A,  for  example,  farm  land  may  be  appraised  at  40  per  cent 


1  C  of  market  value,  in  County  B  it  may  be  appraised  at  60  per  cent,  and 
so  on.  To  implement  a  district-power  equalizing  scheme  in  such  cir- 
cumstances would  penalize  those  units  with  appraisals  most  nearly 
approaching  market  value,  would  give  a  windfall  to  those  units  with 
appraisals  at  a  low  percentage  of  market  value,  and  would  quite 
likely  be  unconstitutional.  Therefore,  before  any  equalized  model  can 
be  implemented  in  the  state,  property  appraisals  must  be  equalized 
statewide. 

The  report  simulated  the  effects  on  each  of  the  152  units  of  levy- 
ing the  high  and  the  low  rates  and  calculated  the  amount  of  local 
funds  that  would  be  raised  and  the  amount  of  state  equalization  aid 
that  would  be  necessary.  If  each  unit  chose  to  levy  the  maximum  rate 
of  $0.30,  the  state  would  have  to  provide  a  total  of  approximately 
$590  million — or  $97  million  above  the  1970-71  level  of  expenditures. 
If  each  unit  chose  to  levy  the  minimum  rate  of  $0.20,  the  state  would 
have  to  provide  a  total  of  approximately  $558  million — or  $65  million 
above  the  1970-71  level. 

The  authors  of  the  report  assumed  throughout  that,  for  purposes 
of  constitutional  scrutiny,  funds  for  capital  expenditures  are  to  be 
included  with  funds  for  current  operating  expenditures.  Nothing  in 
the  Serrano  and  Rodriguez  opinions  indicates  that  capital  expendi- 
tures are  to  be  excluded  from  consideration.  Also,  a  realistic  look  at 
school  operations  impels  the  conclusion  that  the  level  of  funds  avail- 
able for  buildings  and  equipment  substantially  affects  the  quality  of 
educational  offerings.  The  report  suggests  under  all  models  that  the 
state  assume  the  responsibility  for  financing  capital  outlay  in  the 
future.  The  cost  of  such  an  assumption  is  difficult  to  estimate,  but 
1970-71  expenditure  levels  indicate  that  it  would  be  approximately 
$65  million  to  $70  million  a  year  for  the  near  future. 

Existing  local  obligations  for  capital  outlay  could  be  dealt  with 
in  either  of  two  ways.  The  state  could  make  grants  to  each  local  unit 
in  amounts  sufficient  to  permit  it  to  retire  its  obligations,  or  the  local 
units  could  continue  to  pay  off  those  obligations  from  local  revenue 
sources.  With  1970-71  as  the  base  year,  state  grants  to  local  units 
to  pay  off  outstanding  indebtedness  would  cost  approximately  $37 
million  a  year  for  the  next  several  years. 
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